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IMPACT OF MANAGED CARE ON QUALITY, ACCESSAND COST
FINDINGS

. INTRODUCTION
Early signs of managed care have existed in Californiafor decades. However, managed care has grown
faster and farther in recent years, causing rapid change in the areas of quality, access, and cost.

[I.IMPACT OF MANAGED CARE ON QUALITY

Quality has been defined variously by different individuals and organizationSome define quality in

terms of the outcomes that quality care should efficiently and effectively provide. Others have simply
defined quality as “doing the right thing right.” Though not current and not entirely specific to California
and therefore difficult to draw conclusions from with certainty, the best scientifically valid and available
evidence suggests that health maintenance organizations (HM Os) have improved quality in several areas,
but that there are also some areas of concern. Patients and providers (e.g., physicians and other
appropriately licensed health professionals operating within their scope of practice) alike are concerned
that certain aspects of quality have suffered as aresult of managed care.

According to available research, there is no “winner” between HM Os and traditional, unmanaged, fee-for-
service “indemnity” plans. Certain empirical studies have demonstrated that quality of care under HMOs
is often found to be the same or better; others suggest that care has been worsdn addition, managed

care and indemnity are not monoliths. Each consists of high, medium, and low quality organizations and
individual providers. Nor should the results of studies related to HM Os be generalized to all forms of
managed care, which include preferred provider organizations that often have much in common with
indemnity plans. Several studies point to specific areas of quality concernsin HMOs including the
chronically ill elderly and chronically ill podrshorter lengths of stay* and detection and treatment of

mental health>® Most studies of customer satisfaction of the insured adult population conclude that
Americans are generally satisfied with their health care coverage and the quality of their care, regardless of
type of plai®*1° However, there is variation in satisfaction among plans within plan model types, and for
some populations and some measures satisfaction islower (See also Task Force paper on Public
Perception and Experiences with Managed Care).

Several quality-enhancing activities are associated with the best practices of managed care. They include
quality measurement, quality improvement, process improvement, provider profiling and publishing
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provider outcomes measures, continuity and coordination of care, disease management, prevention and
health promotion, early diagnosis, reduction in treatment variation, concentration of volume sensitive
procedures in high volume centers, and rewarding quality. Many of these activities have been driven by
purchasers and not the organizations themselves. Not all managed care organizations have embraced
them or embraced them all. None of these activities are sufficient in and of themselves, but must work
together with other elements to improve quality.

[11.IMPACT OF MANAGED CARE ON ACCESS

Accessisamulti-faceted issue, and the story of access under managed care is one of trade-offs. HMOs
have generally improved financial access to insurance and care. Lower HM O premiums keep coverage
more affordable for more peopl& Modest copayments and no deductibles make care at the point-of-
service for those covered generally more affordable. In addition, HM Os provide access to certain benefits,
such as prevention and health promotion, which were not typically covered benefits in unmanaged
products.

Despite lower overall costs generally, the number of uninsured continues to be high. Despite the lower
proportion of total health care costs born by consumers, some consumers perceive their costs going up
because their employers have shifted responsibility for additional costs to them directfyln fact,
employer-paid benefits come out of employees’ total compensation, at least in the long-run, but thisis an
economic principle that consumers do not generally recogniZeWhile employee out-of-pocket costs have
increased, these cost increases would likely have been greater in the absence of managed care.

The flip-side of greater financial accessistighter restrictions on access to providers and services. Because
HMOs require lower cost-sharing in general than non-HM Os, demand for services increases, requiring
HMOs to restrict services based on need in order to control costs. Closed-end HMOs restrict choice of
providers to those within their networks. At-risk HMOs and their contracted medical groups and IPAs
also apply greater restrictions on access to providers and services as they attempt to manage utilization

and prevent unnecessary care. According to some, additional access concerns under managed care include
formulary restricti ong* mental health services restriction® and lack of insurance coverageinrura
areas™®"" Enrollees of managed care plans, especially vulnerable populations, also report greater unmet
medical needs than in unmanaged plan$'*%

IV.IMPACT OF MANAGED CARE ON COST
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Driven by purchasers, competition, and threat of |egislation, managed care has slowed the rise in health
insurance costs” Nationally, costs of employer-sponsored premiums increased by 11.5% overall in
1991. Increasesfell steadily to a 0.5% increase in 1996, with a slight upturn in 1997 to a 2.1% increase,
about the rate of inflation” Recent reports suggest that premium prices are expected to increase more in
1998, though less so in California than elsewher&

According to HM O self-reported data, average premiumsin Californiaincreased for families by 17.3%
and 6.6% for individualsin 1992 (See Background Paper, Figure 3. Since then, premiums have
increased at a much lower rate or decreased through 1996. Since 1992, year-to-year changes in average
premiums have been better than the national average (See Background Paper, Figure 1). In addition,
with increased managed care enrollment, all sectorsin Californiafor which datais available also show
reductions in the rate of premium growth (See Background Paper, Figures 2-5).

A 1997 study by The Lewin Group estimated the amount of savings resulting from managed &are.

Based on their own and more conservative Congressional Budget Office assumptions, the Lewin Group
found that total national savings attributable to managed care in 1996 was between $23.8 and $37.4
billion. Total savings over the 1990 to 1996 period were between $116 and $181 billion. For California,
savingsin 1996 were between $5.5 and $8.6 billion or between 15% and 23% of total premiums. Total
savings over the 1990 to 1996 period were between $28.4 and $44.3 hillion.

Information about the cost structure underlying insurance premiums suggests that California generally has
alower cost structure than the nation on average (See Background Paper, Figure 6). Variationsin
utilization of hospital days and visits among California medical groups may suggest continued room for
improvement. According to medical group data, the least efficient medical group typically uses twice the
resources of the most efficient medical group (See Background Paper, Figuré@mprovement in the

least efficient groups could reduce costs considerably. Further improvement, however, may not be easy.
Efforts such as fall prevention and disease management require sophisticated team-based care
management that is not well-developed in all HMOs or model types.

Managed care may also impact important non-economic factors such as uncompensated care and emerging
clinical research which should also be considered in an evaluation of impact on costs. However, no
empirical evidence is availablein these areas.
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